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The Beveridge Plan for Social Security 


AN ECONOMIC AND STATISTICAL ANALYSIS 


The volume and the range of comment upon the ‘Beveridge Report’ have 
been remarkable, but nearly all the arguments, both for and against, arise out 
of the central question: Can Britain afford the extra spending on social 
security? This question requires a study of the probable effects of the proposed 
jinancial measures on costs and prices, labour and capital, exports and 
taxation, and also a discussion of alternative methods of financing the cost of 
the scheme. The analysis can be carried a step further by asking what would 
happen if some of the assumptions of the Plan, for instance about average 
unemployment and pension payments, were altered. Second only in 
importance to the financial aspects of the Plan is the administrative reorgani- 
zation of Social Insurance suggested in the ‘Report.’ What, for example, 
are the 1mplications of the transfer of industrial insurance business to the 
State; what will happen to the displaced staffs; should the insurance 
companies and their agents be compensated? 

The proposals submitted by Sir William Beveridge were unusually 
detailed, and a full critical survey of the ‘Report’ would perforce be very long. 
In the three articles in this Supplement the authors have attempted to select 
only major issues. The first, by M. Kalecki, shows how different methods of 
financing the Plan would affect the British economy, and concludes that even 
if employers’ contributions to unemployment insurance were taken over by the 
Exchequer, and if full pensions were granted at the start of the scheme, the 
additional taxation would present but a moderate transfer problem. Moreover, 
the transfer problem would be reduced if the cost of unemployment above 5 per 
cent were borne, not by taxation, but by borrowing. Such borrowing—far 
from being ‘unsound’ finance—would generate employment and thus act as an 
economic stabilizer. 

The statistical background for this theoretical analysts ts given by J. L. 
Nicholson. His article compares benefits and contributions under the existing 
system with those proposed under the Beveridge scheme, describes the revenue 
and expenditure of the social security budget, and provides quantitative 
estimates of the effect of social security finance on prices, wages, and income tax. 

The third article, by Miss M. C. Stewart, considers the scheme from the pownt 
of view of insurance business and administration. It discusses the present 
machinery and investigates the repercussions which the proposed reforms 
would have on existing insurance agencies and their staffs. In economic 
terms, it is argued, netther the transfer of claims nor the loss of business or 
employment in the private insurance sector, which is at least partly compen- 
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sated by an extension in the public sector, would present difficult problems. 
The proposed reorganization 1s equivalent to technical progress in manufac- 
ture, and will itself contribute towards raising the standard of living, provided 
that the displaced factors are re-employed elsewhere. — 

If the estimates and the economic analysis given in the three articles are 
correct, tt would appear that Britain will be able to afford a measure of socral 
security such as that envisaged tn the ‘Beveridge Report.’ 

THE EDITOR. 


ECONOMIC IMPLICATIONS OF THE BEVERIDGE PLAN 
THE FINANCE OF THE BEVERIDGE SCHEME 


The Beveridge Report estimates the expenditure on social services in 
1945 under the present social insurance and assistance schemes at £415 
million and under the Beveridge Plan at £697 million. The latter amount 
does not provide for the full increase in the rates of old age pensions. It is 
assumed that there will be a gradual increase over a period of twenty years 
up to the full scale, and this, together with the increase in the number 
of persons qualified for old age pensions, brings the estimated expenditure 
up to £858 million in 1965. 

The increase in the expenditure on social services in 1945 would be 
£280 million, due to increases in all types of benefit, to the rise in the 
number of insured, and to the introduction of children’s allowances. Sir 
William Beveridge proposes to cover this rise in expenditure in the 
following way (in round figures): 


TABLE I 
Social Security Budget, 1945. Sources of Increase in Revenue. 

£ million 

Contributions of Insured Persons + 125 
Contributions of Employers + 55 
Interest on investment of existing funds to be used for benefit payments + #15 
Expenditure to be met from Exchequer (or local rates) + 85 
+ 280 


The increase in expenditure from 1945 to 1965 according to the sug- 
gested plan 1s about £160 million, of which about half! cover the rise 
in the rates of old age pensions up to their full level and the other half 
is due to the increase in the number of pensioners. The total increase is 
to be met by the Exchequer. 

The above table seems to indicate that the cost of the Beveridge Plan 
is, to a substantial degree, borne by insured persons (to the extent of {125 
million, through higher rates of contribution and the greater number of 
people affected). On closer examination this appears to be not the case 
because the cost of the increase in health services and disablement benefits, 
which is anticipated under the Beveridge Scheme, amounts to -about 
£125 million, while the increase in retirement and widows’ pensions is 
about £30 million; and it is likely that the insured persons can offset the 
additional contributions by reducing their present voluntary expenditure 
for health purposes or voluntary endowment and life assurance.” 

1 See the article below by Mr. Nicholson, p. 17. 

® ibid., p. 12. Such is not the case for the lowest incomes. This makes it advisable 
to introduce some grading of contribution according to income. 
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On the other hand, the increase in the employers’ contributions will be 
borne not by them but by the purchasers of their products. In fact the 
employers’ contribution is a prime cost (at léast in so far as it is paid on 
employment of manual workers) and is thus reflected in prices, like the 
cost of wages and raw materials. The increase in prime costs in mining, 
manufacturing, and building as a result of the rise of employers’ contri- 
bution under the Beveridge Plan may be estimated at about 1} per cent 
(p. 13). The increase in prices is also 14 per cent, if we assume that the 
prices are formed by ‘marking up’ prime costs, which seems to be a plaus- 
ible assumption. (If the increase in prime costs were ‘passed to the con- 
sumer’ without being marked up, the proportionate increase in prices 
would be smaller than in prime costs.) The rise in export prices will be of 
the same order; the rise in the cost of living will be less, say of the order of 
I per cent, since imported food and rents are not affected. 

It is clear from this calculation that the objections to the Beveridge 
Plan on the ground that it will seriously impair the competitive position 
of British exports are, to put it mildly, not very well substantiated: the 
increase in export prices of 14 per cent is, in fact, of no importance. In 
case it were considered desirable to avoid even such a slight increase, 
this could be achieved by an adjustment in the rate of foreign exchange. 
The rise in employers’ contributions in the industries considered above, 
related to aggregate wage costs only, is about 2 per cent.1 If currency 
is depreciated by 2 per cent the cost of foreign raw materials rises by 
2 per cent, so that all prime costs (both wages and raw materials) and 
probably all prices of finished goods rise in the same proportion. But 
export prices in foreign currencies remain unchanged. The cost of living 
increases by d little less than 2 per cent because rents are not affected 
(but imported food 7s affected in this case). This rise in the cost of living 
may be prevented by price control or subsidies. 

If, however, employers’ contributions were not increased? but the 
equivalent amount was obtained from the Exchequer, financing it by 
income tax, no rise in export prices or the cost of living would occur. 
For income tax is not a prime cost and therefore will not result in increased 
prices. It may be shown that with prices 25 per cent higher than in 1938 
and with the tax system? and real national income of that year, a shilling 
in the pound of income tax would bring in about £75 million per annum.‘ 
The £55 million yielded by the increase in employers’ contributions could 
therefore be financed by an additional od. in the rate of income tax. 

The increase in the expenditure on social services met by the Exchequer 
(or local rates) in connection with the Beveridge Scheme amounts in 
1945 (see Table I) to about £85 million. On the assumption, made in the 
previous paragraph, of tax yields on the adjusted 1938 basis, these £85 
million could be financed by a rate of Is. 2d. in the pound of income tax. 

We summarize the results of our analysis of the financing of the Bever- 
idge Plan in the following Table. Variant 1 shows the effects of the 
original scheme; in Variant 2 we make allowance for a currency deprecia- 


1 ibid., p. 13. See footnote 5. : 

2 i.e. the rate of employers’ contribution would be fixed at a level which would 
leave their total amount unchanged. ‘ 

3 i.e. with the earned income, personal and family allowances of 1938, increased by 
25 per cent and without Excess Profits Tax. 

‘ibid .)p- 17- 


3 


tion to offset the rise in export prices; if the amount financed by the 
increase in employers’ contributions is raised instead by income tax, we 
obtain Variant 3. 

TaBLeE “II 


Consequences of the Beveridge Plan in 1945* 
Variant 1 Variant 2 Variant 3 


Increase in contributions of insured persons Offset by reduction in expenditure 
on health and life insurance 


Increase in export prices in foreign currencies about 1.5% _— 
Increase in the cost of living about 1% about 2% — 
Increase in the rate of income tax Ts2d. rsJ2d. Tot Tas 

* On the basis of 1938: real national income and tax system, with a 25% increase 
in prices. 


TEN PER CENT UNEMPLOYMENT? 


. The Beveridge Plan is based on the assumption of 10 per cent unemploy- 
ment (among workers insured at present) as compared with I5 per 
cent which was assumed in budgeting the existing system of unemploy- 
ment insurance. As stated in the Report, this presupposes certain efforts 
on the part of the Government to secure fuller employment. Frictional 
and seasonal unemployment, however, cannot be rated higher than 5 per 
cent. The assumption of an average of 10 per cent unemployment ‘allows 
for substantial failure, either in controlling the trade cycle so as to prevent 
general depressions of trade, or in readjusting British industry to 
changed conditions after the war.’! Sir William goes on to justify the 
assumption of Io per cent unemployment on the grounds of caution, 
which makes it ‘necessary to provide for the possibility of such a failure.’ 
This caution seems to be ill-advised. If the security budget allowed for 
only 5 per cent of unemployment, and if the excess over 5 per cent were 
financed through the Exchequer by borrowing, this ‘unsound’ method of 
finance would have two beneficial repercussions on the state of employ- 
‘ment: (1) the mere fact of financing expenditure on benefits by borrowing 
would to a certain extent stimulate effective demand and thus reduce 
‘unemployment; (2) the assumption, in the plan, of a lower unemployment 
percentage as being ‘normal’ would be likely to exert a powerful influence 
‘upon the Government’s propensity to provide fuller employment. In the 
article quoted Sir William states that the assumption of 10 per cent 
unemployment does not mean acquiescing in the Government’s failure 
to eliminate cyclical fluctuations. But a failure of the Government’s policy 
in regard to unemployment could best be emphasized by the appearance 
of a deficit in the ‘security budget’ whenever unemployment exceeded the 
level due to frictional and seasonal factors. 

It may be objected that if, over a long period, the average amount of 
unemployment is more than 5 per cent the Government will be faced with 
a persistent Budget Deficit. This may also be the case if the Government 
intervenes to keep unemployment low, because intervention is likely to 
involve Government expenditure financed by borrowing. Thus the 
National Debt will rise and its ‘burden’ (that is, the interest to be paid on 
it) will grow larger and larger. If, however, this extra ‘burden’ (that is, 
the interest on the excess of National Debt over, say, the 1945 level) is 
financed by a special annual capital tax, it involves only a transfer from 


1 _ William Beveridge, ‘Can “Work for All” be Realized?’ (Observer, January 3, 
1943). 
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all property owners to the holders of Government securities: for such a tax 
does not affect the inducement to invest in fixed capital, as it is paid on 
any type of wealth, whether cash, securities, buildings, or machinery.? 
Thus the financing of the interest on the National Debt by .a capital 
tax 1s a more or less neutral operation from the point of view of the 
functioning of the economy, and there is no reason to be scared even by a 
permanent increase in the National Debt. : 

If the unemployment percentage were fixed at 5 per cent? the cost of 
unemployment benefits? would be reduced by about {60 million. If the 
rates of contributions were maintained this would permit a reduction of the 
increase in income tax necessitated by the Beveridge Plan by rod. in the f, 
because all unemployment benefits, apart from the assumed 5 per cent 
of unemployment, would be financed by borrowing. 


‘CAN WE AFFORD IT?’ 


The Beveridge Plan provides for full rates of old age pensions only in 
1965; in 1945 the rate of old age pensions would be substantially higher 
than at present, but at the same time much lower than the full scale, and 
would gradually increase up to this level in the twenty years between 1945 
and 1965. The additional cost involved in granting full scale old age 
pensions in 1945 has been estimated at about £70 million,* which, on our 
method of calculating the rate of income tax, amounts to 11d. in the 
pound. 

It is interesting to see what would be the total ‘burden’ of the Beveridge 
Plan in terms of income tax if: (1) the amount provided by the increase 
in employers’ contributions is financed by income tax; (2) the cost of 
unemployment benefit provided by the security budget is halved, on the 
assumption that the benefits in excess of 5 per cent unemployment are 
financed by borrowing; (3) the full rates of old age pensions are granted in 
1945 (see Table III). 


TABLE III 
Increase in Income Tax required under the Amended Plan in 1945 
Increase in the amount met by Exchequer under the 


Beveridge Plan + 1s. 2d. in the £ 
Income tax in place of employers’ contributions + OaS ies,, 
Financing of unemployment benefit over 5 per cent by 

borrowing —— LOG sere 
Raising of old age pensions to full rates in 1945 Ne TG. ears 

Total ves oda) sues 


Assuming that the increase in contributions of insured persons is offset 
by the saving they make because of enlarged health services and increased 
retirement and widows’ pensions, this income tax represents the full 
‘burden’ of the amended plan, including the provision of old age pensions 
at the full rates in 1945. Can the British economy afford such a ‘burden’? 
The answer, I think, is definitely positive. 

If we suppose that the economy is seriously underemployed, that part 


1 The rate of such a capital tax would always be lower than the average rate of 
nterest on the ‘extra’ debt because it would be collected from all types of privately 
owned capital, of which the ‘extra’ National Debt represents only one item. 

2 In the industries at present insured against unemployment. 

8 Including allowance for the first child paid during unemployment. 

4 See below, p. 17. 
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of the cost which is assumed to be financed by taxation should, instead, 
be financed by borrowing which would increase output and employment. 
In such a situation the enlarged expenditure on social services will not 
be a liability but an asset. For the problem of the increasing National 
Debt, as shown above, does not involve any serious difficulties. ow 

If, however, the economy is more or less fully employed the redistribu- 
tion of income implied by an increase in income tax of about 2s. in the 
{£ does not seem to present an insuperable task. It is true that the imposi- 
tion of an additional income tax of 2s. may induce taxpayers to reduce 
their consumption and investment by more or less than the amount taxed 
away. If this cut in investment and consumption is more than the amount 
of additional taxation, unemployment will arise and this will show that 
the rate of income tax should be lower than 2s. in the £, and fro tanto 
more should be financed by borrowing. 

If the investment and consumption of those affected by income tax is- 
reduced by less than the amount of additional tax there will be a tendency 
to overemployment (that is, the situation will become inflationary) and 
this will indicate that it is necessary to levy a higher tax and there would 
then be a budget surplus (or a smaller budget deficit). 

A complication will arise in this case if expenditure other than on social 
services is very heavy (as in war-time or in the period of reconstruction) 
and the income tax to finance a part of it is already very high. In this 
event it would be advisable to finance the additional social services not 
by income tax but by borrowing. The inflationary repercussions of the 
resulting increase in purchasing power would then have to be dealt with 
by tighter rationing (which in the circumstances considered may be 
assumed to be already in existence). Thus the ‘burden’ imposed by the 
Security Plan (with the full scale of old age pensions in 1945) may con- 
tribute to higher employment if the economy is undereraployed and will 
not interfere with the achievement of full employment or cause inflation 
if the economy tends towards full employment for other reasons. 


THE INCENTIVE TO WoRK 


The Beveridge Plan abolishes the means test.! It introduces, on the 
other hand, compulsory attendance at a work or training centre after six 
months of unemployment. While facilities for retraining may be wel- 
comed, the rigid rule of compulsory attendance at a work or training centre 
seems to constitute a step backwards as compared with the present system. 
If handled ruthlessly it may amount to penalizing people who happen 
to be unemployed longer than six months by compelling them to do 
uncongenial work to earn their dole. 

The reason tor favouring such an arrangement may be the erroneous 
belief that the unemployment benefit suggested in the Beveridge Plan is 
rather high and that the existing level of wages would not always provide 
a sufficient incentive to work. With a few exceptions, the present nor- 
mal? earnings (allowing for contributions paid during employment) in 
both industry and agriculture exceed the relevant benefits under the ~ 


; Except for National Assistance benefits, in cases not covered by the insurance 
scheme. 


2 i.e. exclusive of war-time bonuses and overtime. 
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Beveridge Plan by 25 per cent. This may be regarded as a substantial 
incentive. If it were considered necessary to increase the margin to 50 per 
cent to provide a sufficient incentive, the total cost of raising all low wages 
in mining, manufacturing, building, and railways up to this level would 
probably not exceed £10 million (p. 13). The position in agriculture is differ- 
ent, and there the increase in earnings to reach the 50 per cent margin 
would cost about £20 million. To prevent food prices from rising, subsidies 
on agricultural products may be increased (if it is considered impossible to 
reduce profit margins). In short, it does not seem to involve serious 
difficulties to increase existing low wages up to the level which would 
provide a satisfactory margin as compared with the unemployment 
benefit which is proposed in the Beveridge Plan. 
M. KALECKI 


THE BENEFITS AND COSTS OF THE BEVERIDGE PLAN 


The comments which follow deal mainly with the financial aspects of the 
Beveridge Plan for Social Security and with the detailed analysis of the 
cost of the scheme which is contained in the Memorandum by the Govern- 
ment Actuary and published as Appendix A to the Report. A brief com- 
parison will first be made of the more important benefits which are 
provided at present and those proposed under Sir William Beveridge’s 
scheme. 

BENEFITS 


Under the existing General Scheme of Unemployment Insurance, an 
unemployed man receives 20s. a week, an unemployed woman 18s., an 
allowance of Ios. a week is provided for a wife or adult dependant, 
4s. for each of the first two children and 3s. for each other child. Under 
a separate scheme, agricultural workers who are unemployed receive 
18s. if a man, and 15s. if a woman, with gs. for a wife or adult dependant, 
and allowances for children which are the same as under the General 
Scheme. These benefits are normally payable for a maximum period of 
twenty-six weeks! and are followed by unemployment assistance, which is 
subject to a means test. The basic rates of unemployment assistance, 
which depend partly on rent and partly on the resources and other 
circumstances of the applicant and his family, are 35s. fora couple, 20s. 6d. 
for a single man, 19s. 6d. for a single woman, with additional allowances 
for dependant adultsof 14s. 6d. fora man, 13s. 6d. fora woman and children’s 
allowances varying from 4s. 9d. under 5 to 7s. gd. between 14 and 16, 
and 12s. 6d. between 16 and 21. 

- The pensions now provided under the Contributory Pensions Acts, 
payable from age 65 in the case of men, from 60 in the case of women, and 
to widows of insured men, amount to ros. a week, or 20s. for a couple 
if the husband is over 65. Non-contributory pensions are payable from 
age 70, at a maximum rate of ros. a week, but, for persons not insurable 
under the contributory scheme, are subject to means, as well as nationality 
and residence tests. In cases of need, Supplementary Pensions are 
granted, also on a means test, which takes account of available resources, 
including old age and widows’ pensions, as well as rent and other circum- 
stances; the standard weekly rates are 37s. for a couple,” 22s. for a single 

1 Additional payments may be made, depending on the employment record. 

2 If both pensioners; plus a fuel allowance, usually 2s. 6d., in winter months. 
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man, and ais. for a single woman; with allowances for dependants, as in 
unemployment assistance. 

Under the National Health Insurance Scheme, the full rates of benefit 
provided in sickness, payable after two years’ contributions, are 18s. a 
week for men, 15s. for unmarried women, and 13s. for married women who 
are insured. No allowances are granted for wives or children of insured men. 

At present, persons who are compulsorily insured for unemployment, 
health and pensions are mainly manual workers, and non-manual workers 
with incomes of less than £420 per annum. The Beveridge Report envisages 
a system of social insurance which would cover practically the whole 
population. In place of varying benefits, as at present, it is proposed 
that the same rates, uniform for men and women, should be payable for 
unemployment, disability, and as retirement pensions. The standard rates 
suggested are 40s. a week for a man and wife, if the wife is not gainfully 
occupied; 24s. a week for a single man or woman (over 21), or for a man 
with a gainfully occupied wife; 16s. for a married woman on benefit, if 
her husband is still at work; 20s. for single men or women aged 18 to 20; 
and 15s. for boys or girls aged 16 to 17. 

A general system of children’s allowances would be introduced and would 
provide, for each child where the responsible parent is receiving any 
benefit or pension and for each child except the first in other cases, an 
allowance depending on age but averaging 8s. a week, in addition to 
present provision in kind; the allowance to continue so long as the child 
is in approved full time education, up to the age of 16. For persons receiv- 
ing unemployment or disability benefit, allowances would also be granted 
for dependants who were over 16, at the rate of 16s. a week. 

The basis rates for pensions, the receipt of which is conditional on 
retirement from work and which are payable to single men or to couples 
when the man is over 65 and to women contributors? over 60, would 
be increased, if retirement were postponed beyond these ages, by an 
additional 2s. a week on joint pensions or Is. on single pensions for 
each year of postponement.? It is proposed, however, that, for reasons 
which are considered elsewhere, the full rates of retirement pensions should 
not be introduced until after a transition period, suggested as twenty 
years. At the outset of the scheme, which is assumed to start in 1944, the 
proposed rates, for persons qualified for pensions under the existing 
system, are 25s. for a joint pension and r4s. for a single pension. These 
rates would gradually rise until, at the end of the transition period, in 
1964, the full rates of 4os. and 25s. would become payable. The new 
classes of persons brought into insurance would be required to contribute 
for ten years before becoming entitled to pensions, at the reduced rates; 


and they would not receive the full rates until after twenty years’ con- 
tributions. 


‘It is not stated that industrial disability pensions would be supplemented by 
allowances for adult dependants, except in determining the minimum pension. 

® A married woman who is gainfully occupied would have the option not to con- 
tribute to the scheme, when she would not be entitled to unemployment, disability 
benefit, or pension, except as the wife of an insured man; but if she contributes she 
would be entitled to a pension from age sixty, irrespective of whether her husband 
had retired. 

8 These additions are much below the actuarial value of deferment of pension and 


continued payment of contributions. The saving would accumulate to the Social _ 
Insurance Fund. 
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Further, the scheme envisages comprehensive Health and Rehabilitation 
Services which ‘will ensure that for every citizen there is available whatever 
medical treatment he requires, in whatever form he requires it, domiciliary 
or institutional, general, specialist, or consultant, and will ensure also the 
provision of dental, ophthalmic, and surgical appliances, nursing and mid- 
wifery and rehabilitation after accidents.’! The form of organization of 
these services is left to further investigation. 

As regards industrial disability, at present a workman who is totally 
disabled as a result of an accident which ‘arises out of and in the 
course of employment,’ and which is not due to wilful misconduct, receives, 
if his average weekly earnings are more than 50s. a week, a weekly pay- 
ment not exceeding 50 per cent of earnings, with a maximum of 30s.; 
for lower paid workers, the proportion varies between 50 per cent and 75 
per cent. In addition, a supplementary allowance of 5s. is payable and 
allowances of 4s. per week for each of the first two children and 3s. for other 
children; the maximum payment, including allowances, not exceeding 
seven-eighths of average weekly earnings. Under the. Beveridge Plan, a 
workman in a similar case would receive disability benefit, at the standard 
rate, for the first thirteen weeks, followed by an industrial pension amount- 
ing to two-thirds of his assessed weekly earnings, but not more than £3 
a week, apart from children’s allowances, and not less than would have 
been received as disability benefit. 

It is clear, from this comparison, that, in nearly all cases, the proposed 
rates of benefit would represent a substantial advance on the benefits 
provided under existing insurance schemes. The differences, as compared 
with present assistance benefits, may not seem very large, but under the 
Beveridge Plan the payments would be made as insurance benefits and 
would not be subject to any means test. National assistance, on a means 
test, would then be available for all cases which were not adequately 
covered by insurance, but these should fall to small proportions by the 
time the scheme is fully in force. Assistance benefits would be related to 
the same estimate of subsistence needs which is used to determine the 
insurance benefits.? : 

Other important provisions of the scheme include a maternity beneftt, 
for women in gainful occupation, of 36s. a week, payable for thirteen 
weeks, as well as a lump sum grant, in all cases, of £4;3 a widow's benefit 
of 36s., payable for the first thirteen weeks of widowhood,‘ followed, 
where appropriate, by a guardian’s benefit of 24s. a week, plus allowances 
for dependent children; a marriage grant, depending on the number of 
contributions; arid a funeral grant of £20 in the case of adults, with less for 
children. 


SUBSISTENCE REQUIREMENTS 


The standard rates of benefit which the scheme proposes are based on 
a consideration of the minimum requirements necessary for subsistence, 
allowing a small margin for inefficiency and for items which are not abso- 


: ara. 427, p. 158. tor 

= se tall Bs pas a) ve The Government Actuary states, however, that ‘It is 
assumed that the scales of supplementary pensions and assistance now (November, 
1942) in operation will continue in force.'—Appendix A, para. 59, P. 199. 

3 Compared with a grant of £2 at present, or £4 if wife gainfully occupied. i 

4 This compares with the present widow's pension of 10s. a week, plus 5s. for the 
first child and 3s. for each other child, payable until re-marriage or age 70. 
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lutely necessary. A special problem arises in regard to rent, which varies 
very considerably from one district to another. In London, for instance, 
the average working-class rent, as shown by the Ministry of Labour's 
inquiry in 1937-38, was 16s. a week, while the average among agricultural 
workers was 5s. The difference cannot be entirely explained by reference 
to the different standards of living. It was thought desirable, in framing 
the proposals, to maintain flat rates, both for benefits and for contributions, 
so that the problem of meeting the varying needs of different classes of 
households, in regard to rent, will still remain, to be dealt with under 
national assistance. It is suggested, however, that the possibility of 
differentiating both benefits and contributions, either regionally or occu- 
pationally, should be further examined. The estimated weekly require- 
ments for adults are as follows. : 


Requirements for Adults of Working Age at 1938 Prices 
Man and Wife Man Woman 


Food 13S. aS 6s. 
Clothing 3S. Is. 6d. Is. 6d. 
Fuel, Light, and Sundries" 4s. 2s. 6d. 2s. 6d. 
Margin 2S: Is. 6d. Is. 6d. 
Rent Ios. 6s. 6d. 6s. 6d. 
32s. tgs. od. 18s. od. 


It appears that very little is allowed in these estimates for sundries, 
which include soap, household goods, and other items, since the average 
weekly expenditure on fuel and light, in a sample of the poorer households 
included in the family budget inquiry of 1937-38, was 3s. 7d. for a two 
person family. 

For retired persons, the estimated requirements are, on the whole, 
slightly less. The food requirements are taken as 85 per cent of those of 
adults of working age; expenditure on fuel and light is put slightly higher; 
rent is rather lower, 8s. 6d. for a couple and 6s: for single persons being 
thought sufficient. The total requirements for retired persons, at 1938 
prices, are estimated at 29s. 8d, a week for a couple, 17s. 10d. for a single 
man, and 17s. 4d. for a single woman. 

For children, the average subsistence allowancé at 1938 prices is estim- 
ated at 7s. a week, apart from rent which is included in the parents’ 
allowance. 

Although the subsistence requirements in old age are less than at 
working ages, old age pensioners are thought to deserve something 
more than bare subsistence. There is, in addition, the attraction of 
simplicity and convenience in the principle of uniform benefits, ‘both as 
regards persons of old age and as between men and women. Pensions are 
accordingly proposed at the same rates as benefits in working age, and 
benefits for women at rates determined by the subsistence needs of. men. 

It is further stated that ‘as a basis of discussion, in framing the Social 
Security Budget, it has been assumed that the cost of living after the war 
will settle at about 25 per cent above 1938. .This yields in round figures 
a provisional post-war rate of benefit for a man and wife together of 40s. 


1 The estimates for clothing and other minor items relate to short periods of 
unemployment, when expenditure on renewals can be postponed. 
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a. week, and for a man or woman alone of 24s. a week.’! The allowances 
for children are gs. a week; or, allowing for the continuation of existing 
provisions in kind, the average rate is taken as 8s. a week. 

It is clearly the intention of the scheme that the benefits should be 
sufficient tp preserve a certain minimum standard of living.. The rates of 
benefit and of contribution are explicitly stated to be provisional and 
dependent on the assumption that the cost of living is ‘25 per cent, or a 
little more,’ above the pre-war level.? In order that the proposed benefits 
should not deteriorate in value, the scheme would have to include pro- 
vision either for variation in the rates of benefit proportional to any changes 
in the level of prices beyond the assumed increase of 25 per cent, of for 
stabilization of the cost of living, at least of all necessaries. Here it is 
important to note that the official cost of living index is not, under present 
conditions, an accurate index of prices and that, if it is to be used for 
determining the level of benefits, it will need revision.? 


CONTRIBUTIONS 


The contributions of employers and employees of adult age under the 
present insurance schemes are shown below, in comparison with the rates 
of contribution suggested under the Beveridge Plan, the analysis of which 
is considered later. 


Weekly Contributions Under Existing Insurance Schemes in 1942 


Unemployment. Health. Pensions. Total. 
General. Agricultural. General. Agricultural. 
Man Employee tod. 343d. 53d. 64d. Is. 10d. Is. 34d. 
Employer 1od. 344d. 53d. 64d. Is. 10d. Is. 34d. 
Woman Employee od. 3d. 5d. 5d. Is. 7d. TSeaLd 
Employer od. 3d. 54d. 34d. Is. 6d. Is. od. 
Weekly Contributions under the Beveridge Plan. 
Crass I Crass II Crass IV 
Employee. Employer. Joint Coniribution. 
Man (over 21) 45S. 3d. 3s. 3d. 7s. 6d. 45. 3d. 38. Od. 
Woman (over 21) 3s. 6d. 2s. 6d. 6s. od. 3S. od. 35. od. 


Smaller contributions are suggested for persons under 21. For persons in 
Class I, the joint contribution would be five-sixths of those shown above at 
ages between 18 and 21, and two-thirds at ages 16 to 18. 

The different classes do not all receive the same benefits. Class I, which 
consists of all persons employed under a contract of service, would be 
insured for all the main benefits. Class II, which includes employers and 
persons working on their own account, would not be entitled to unemploy- 
ment benefit or industrial pensions and would receive disability benefit 
only after thirteen weeks of sickness.* Class III consists of housewives, 
who would be insured on the strength of their husbands’ contributions. 
Class IV, which includes other persons of working age (students, persons 
of private means or those incapacitated for work) would be entitled 
to medical treatment, retirement pensions, funeral grants; also to training 
benefit, if their circumstances change and they require to seek employ- 

1 Para. 231, p. 90. 


2 See para. 231, 287, 294-5, and Appendix A, para. 4, of the Report. , : 

3 cf. Bulletin, Vol. 4, No. 17. Prices are now about 40% above 1938; index is 
only 28%. : 

Bes of difficulties, in such cases, of arranging benefit for short periods of 


illness. 
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ment, at the same rate as unemployment benefit, for a maximum period 
of normally twenty-six weeks. , 

The proposed contributions of employees are considerably higher than 
they are paying at present, but this could be compensated, to some extent, 
by a reduction of the voluntary payments made at present, for benefits 
which would be included in the social security plan. In the 1937-38 
family budgets of industrial households, the average weekly expenditure 
for health purposes! was Is. 8d., most of which would probably become 
unnecessary with the proposed National Health Services; for the average 
cost of the latter is much greater than the present (voluntary and com- 
pulsory) expenditure on medical needs among working-class house- 
holds. The average weekly payments for voluntary insurance,? in the 
same budgets, were 2s. 44d. a week. This consists largely of industrial 
assurance, though ordinary life assurance is included, and most of indus- 
trial assurance is for benefits directly or indirectly connected with the 
death or funeral of the life-assured. But about a quarter of industrial 
assurance premiums cover endowment policies, which provide both for 
old age and for the needs of dependants.? 

With the inclusion of benefits such as pensions and funeral grants in the 
compulsory insurance scheme, we may expect a reduction in the payments 
for these purposes now made by voluntary insurance.* If we make the 
assumption, which does not seem unreasonable, that voluntary insurance 
is reduced by one-third, or by 93d. per household, the reduction in weekly 
payments, including those for health purposes, would amount to 2s. 53d. 
per household. The equivalent reduction in expenditure per adult man® 
is Is. 104d., at 1938 prices, or 2s. 4:3 on the assumption of a genera] 
increase in prices of 25 per cent, which would be practically sufficient to 
cover the difference between Is. 1od., the present compulsory contribution 
of an adult man under the general scheme, and the proposed contribution 
of 4s. 3d. 

These remarks refer to the average working-class household. In the 
poorer families there might be difficulty in meeting the higher contribu- 
tions, although the proportion spent on voluntary insurance shows a 
marked increase as income falls.* In agricultural households, the average 
weekly expenditure on health purposes in 1937-38 was Is. 24d., and pay- 
ments to voluntary insurance amounted to 1s. 54d. Even if the whole of 
these voluntary payments were cancelled, the equivalent figure per adult 
man’ at prices 25 per cent higher than in 1938 is 2s. 2d., which would not 
be sufficient to cover the difference between the proposed contribution of 
4s. 3d. and the present compulsory contribution, under the agricultural 
scheme, of Is. 334. Persons with small incomes, therefore, might have 

1 Doctor, dentist, ing, a ici ; 
either iia ist, nursing, etc., medicines, drugs, appliances, and payments to 

* Insurance premiums, payments to pension funds, etc. 

yk euros ld be possible if th 

wo j 
Industrial Aonitanes Board % T pablivecttie ee oe Ms ees nce wa Se 

5 Obtained by reducing the previous figure according to the ratio between the 
compulsory insurance contribution of an adult man in 1938 (19d.) and the average 
compulsory contributions per household (24.75d.). * 

: cf. Table VI, p. 81, of the Report, and Appendix D, p. 274. 

The average payments for compulsory insurance, in agricultural households, 


amounted to 1s. 7$d. a week and in 1938 the contribution of an adult man. in the 
agricultural scheme, was ts. 1d. : 
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difficulty in making this contribution; on the other hand, they would 
of course receive a correspondingly greater increase in benefits. 


UNEMPLOYMENT BENEFIT, WAGES AND PRICES 


The proposed rates of benefit would seem to imply, however, that the 
wages of lower paid workers should be raised to a level which is substan- 
tially higher than the rate of unemployment benefit. There is, indeed, the 
condition attaching to the latter that ‘men and women who have been 
unemployed for a certain period should be required as a condition of con- 
tinued benefit to attend a work or training centre.’1 And the suggestion is 
made that the period of unconditional benefit might vary, depending on 
the state of trade, but that six months would be a reasonable average. 
But it may, perhaps, be doubted whether this condition, which might 
lend itself to abuse, is a desirable feature of the scheme. 

For an unemployed man with a wife and one child,? the suggested rate 
of benefit is 48s. a week and, if we assume that the minimum wage should 
be at least 25 per cent higher than the rate of benefit, this would mean 
that, including the contribution of 4s. 3d. payable during employment, the 
minimum weekly wage would be set at 64s. Normalearningsin agriculture, 
on the average, are about at this level and few industries have lower 
earnings, so that no important change would then be necessary. If the 
margin of 25 per cent were thought to be insufficient and were raised to 
50 per cent, this would imply a minimum weekly wage of 76s. Wages in 
coal, railways, and in nearly all the industries included in the Ministry of 
Labour’s inquiries, even excluding the extra earnings of war-time con- 
ditions, are well above this level. If normal wages in agriculture were 
taised from the present average of about 645.3 to 76s., the total cost would 
be about £20 million a year. In mining, manufacturing, building, and rail- 
ways the cost would be less than {10 million. In other low-paid industries 
information about earnings is lacking, but agriculture would be the most 
important single industry affected. 

With regard to the employer’s contribution, the increase proposed 
would amount to only a small proportion of total prime costs, of which it 
forms a part, and would thus have a very slight effect on prices. It is 
estimated that total prime costs in mining, manufacturing, and building, 
in 1938, amounted to about £1,230 million, or about £1,540 million with 
the assumed increase in prices of 25 per cent. The number of wage-earners 
in these industries in 1938 was seven million. The increase in the employ- 
er’s contribution suggested in the Beveridge proposals is Is. 5d. a week 
for a man and Is. for a woman, say Is. 4d. a week on the average, or £3.5 
per annum. Thus for all wage-earners in these industries the increase 
would amount to £25 million a year, or about 14 per cent of total prime 

1 Report, para. 131, p. 58. 

2 For all children except the first, allowances would be granted whether the 
responsible parent is in employment or not. q 

3 The addition of 4s. to the present minimum wage of 60s. is estimated from the 
relation between pre-war earnings and wage rates. 

4 Estimated mainly from average earnings in 1938, adjusted for subsequent 
increases in wage rates and allowing for variation about the averages. ' 

5 Wages, {900 million; imports of raw materials, £220 million; and imports of 
manufactures, {220 million, of which half are assumed to be semi-manufactures, 
entering into prime costs. Calculated from figures given by M. Kalecki, Bulletin, 


Vol. 5, No. 1, p. 8. 
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costs. This gives a rough idea of the probable effect on prices of the 
increased contribution. If supplementary costs were included, the effect, 
of course, would be smaller. 


DISTRIBUTION OF COST 


We proceed to review the distribution of the cost of the scheme as 
between insured persons, employers, and the Exchequer. The cost is first 
assessed by expressing the value of the future benefits to a new entrant 
at age sixteen in terms of the contribution, payable throughout working 
lifetime, which would be required to insure these benefits. This is termed 
the actuarial contribution, which is based on the latest pre-war estimates 
of the size and distribution of the population, and of birth and death rates, 
making no allowance for changes resulting from the war; future liabilities 
are discounted on the assumption of compound interest at the rate 
of 3 per cent per annum. The cost of unemployment benefit is based on the 
assumption that the average rate of unemployment among all insured 
persons will be 84 per cent, equivalent to 10 per cent over the classes at, 
present insured, and that 95 per cent of unemployment will rank for bene- 
fit. For Class I, the weekly rates of contribution to cover the full cost of 
insurance benefits are estimated by the Government Actuary at 103.2d. 
for a man and 81.6d. for a woman, on the assumption that persons between 
ages 16 and 18 will pay two-thirds of these rates and that persons between 
18 and 21 will pay five-sixths of the rates. 

The proportions which are allocated to each party are determined some- , 
what arbitrarily. For unemployment benefit, the proportions are the’ 
same as under the existing schemes, one-third in each case. But for most 
benefits, the share borne by the Exchequer is smaller, generally one-sixth,? 
on account of other liabilities which the scheme imposes upon it. In 
addition to paying the full cost of family allowances, the Exchequer is 
assumed to carry the strain of admitting into the scheme the bulk of the 
existing population over age sixteen, without reduction of benefits; the 
actuarial contribution being sufficient to cover the entire cost of benefits 
only in the case of persons entering the scheme at age sixteen. 

It is suggested that all classes should contribute towards the cost of 
the proposed health services and that the weekly contributions should be 
tod. from an adult man, 8d. from an adult woman, and 13d. from the 
employer, ‘this being approximately the contribution which employers 
now pay towards the medical benefit of their employees,’ so it is stated.2 
The total contributions of adults in Class I and their employers are then 
made up as follows: 


Rates of Contribution in Pence per Week for Adults in Class I 


MEN WOMEN 
ae Employee Employer Total Employee Employer Total 
Contribution towards: 


Insurance Benefits 41.3 38.4 79.7 34.1 0.0 64.1 
Health Services 8.5 PS 10.0 é5 cn $0 
Margin + 1.2 — 09 +03 + 1.4 — 1.5 — ol 
Contribution proposed 51.0 39.0 90.0 42.0 30.0 72.0 


Except for marriage and funeral grants, fully charged to insured persons. 
* Appendix A, para. 34, p. 187. This presumably refers to health services, not in- 
cluding weekly payments in cash. 
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The proposed contributions, which for practical purposes have to be 
rounded off, correspond closely, with only small margins, to the actuarial 
rates of contribution together with the amounts allocated for health 
services. 

For social insurance benefits and health services together, that is for 
all benefits except children’s allowances which are not part of the 
insurance scheme proper, the distribution of cost between insured persons, 
employers, and the Exchequer, for new entrants at age sixteen in Class I, 
may be estimated? as follows: 


Division of Cost of Benefiis for new entrants in Class I 
Insured Person. Employer. Exchequer. 


Men 35% 27% 38% 
Women 36% 26% 38% 


These are the proportions which would ultimately be written into the 
scheme, as the burden of including the existing population over age 
sixteen gradually diminishes, if payments were to: be made to an accumu- 
lative fund. 

In the present insurance schemes, the employees’ share of the cost, for 
both men and women, is about 35 per cent. But a large proportion of the 
present benefits are provided under Public Assistance and if these are 
included the contributions of employees amount to about 16 per cent of all 
benefits. Under the Beveridge scheme, the amount which would be spent 
on assistance is somewhat less and it is anticipated that it would even- 
tually fall to quite small proportions. 

The. total weekly contributions for unemployment benefit, in Class I, 
are estimated at 37.2d. for an adult man and 24.6d. for an adult woman. 
If we assume an average rate of unemployment of 5 per cent among per- 
sons at present insured, instead of Io per cent as allowed for in the Report, 
but otherwise follow the same procedure, the weekly contribution of each 
of the three parties could be reduced by about 6d. in the case of men and 
4d. in the case of women. 

If the combined cost of insurance benefits and health services were 
divided equally between the three parties, and if the lower rate of 
unemployment were also assumed, the weekly contribution of insured 
persons in Class I could be reduced to about 3s..6d. for men and about 
2s.-10d. for women. 


INCOME AND EXPENDITURE 


The social insurance plan is assumed to be introduced in mid-1944. The 
following statements show the estimated income and expenditure under 
the existing system in 1945 and corresponding estimates for the Beveridge 
Plan in 1945 and 1965. 


1 The total weekly contribution for health services is obtained by increasing the 
joint contributions of employers and employees in the ratio 40:170, as it 1s stated 
(Appendix A, p. 201) that the income from contributions in 1945 would be £40 
million and the total cost of health services is estimated at'£170 million a year. The 
percentages shown above might be subject to slight variation since, in later years, 
the income from contributions is expected to decline. 
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Estimated Expenditure in 1945 and 1905 
(£ Million) 


Under: Existing System. Beveridge Plan. 


1945 1945 1965 
Pensions* 151 165 325 
Widows’ and Guardian Benefits I2 29 21 
Unemployment Benefit 84 110 107 
Disability Benefit+ 40 72 86 
Other Insurance Benefits 3 12 21 
National Assistance} 15 5 5 
Children’s Allowances ig IIo 100 
Costs of Administration 20 24 23 
Health Services 79 170 170 
Total 415 697 858 
Estimated Income in 1945 and 1965 
Under: Existing System. Beveridge Plan. 
1945 1945 1965 
Brit. Se Lavine. We mn. % 
Insured Persons 69 16 194 28 192 22 
Employers 83 19 E3721920 132 15 
Interest on existing funds 15 4 15 2 15 2 
Exchequer (or local rates) 265 O61 351 50 519 61 
432§ 100 697 100 858 100 


* Including assistance pensions. 

+ Including industrial disability. 

+ Except pensions. 

§ This figure is larger than the estimated total expenditure because of the accumu- 
lation of reserves under the National Health and Unemployment Insurance schemes. 


The increase in expenditure between 1945 and 1965, anticipated under 
the Beveridge Plan, amounts to £161 million or almost exactly the same 
as the increased cost of pensions. This-is partly due to the gradual in- 
crease in the rates of pension, partly to the inclusion of new classes, who 
quality for pensions after ten years’ contributions, and partly-also to the 
‘growing proportion of old persons in the population. The number of men 
and women over sixty is estimated to increase by some 20 to 30 per cent 
between 1945 and 1965,) so that a substantial increase in the cost of 
pensions would occur even under the existing provisions. 

The proportion of the total cost which is borne by insured persons 
would increase from 16 per cent under the existing system to 28 per cent 
under the Beveridge Plan in 1945, falling to 22 per cent in 1965. The 
proportion borne by the Exchequer (or local rates) falls from 61 per cent 
to 50 per cent in 1945 and rises again to 61 per cent in 1965. If family 
allowances were excluded, the share of the Exchequer would amount to 
41 per cent in 1945 and 55 per cent in 1965, or somewhat less than under 
the present system. For some years after 1965, the Exchequer’s share 
would continue to rise, as the average rate of pensions and the number of 
pensioners increase. The proportions eventually reached would differ 
from those given above (page 15) because, in practice, it is unlikely that 
a fund would be set up, accumulating interest, but instead current con- 
tributions would be used to pay current benefits. 

The cost of retirement pensions in 1945, under the Beveridge proposals, 


* cf. D. V. Glass, Population Policies and Movements, pp. 358-60. 
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Is given as £126 million. This assumes reduced rates of pensions of 145. a 
week for single persons and 25s. a week for couples. If it were decided to 
grant the full rates of pensions (24s. single and 4os. joint) at the outset, 
to persons qualified for pensions under the existing system, the cost in 1945 
would be increased by about two-thirds, or by £84 million. There would 
then be a saving from assistance pensions, which may be put at {14 
million,! so that the net cost of introducing the full rates immediately 
would be about £70 million. 

With regard to the additional charge on the Exchequer, which is 
estimated at £86 million* in 1945, we can find out approximately what 
this would mean in terms of income tax on the basis of figures for 1938- 
1939. - The total yield of income tax in that year was £336 million. With 
a general increase in prices and incomes of 25 per cent, as assumed 
in the Report, the yield would be £420 million, if we also assume that 
income tax allowances? increase in the same proportion. Since the stand- 
ard rate of income tax at that date was 5s. 6d. in the pound, an additional 
1s. would bring in £76 million, and £86 million would require an increase in 
the standard rate of 1s. 2d. This estimate relates to the distribution of 
incomes and to the scope of income tax as they were in 1938. We therefore 
exclude the effect of the Excess Profits Tax in reducing the yield of income 
tax, on the one hand, and the recent extension of income tax to lower 
income groups, on the other. The estimate is based on a pre-war year in 
order to reflect peace-time conditions. 

If income tax allowances for children were abolished, as might be 
expected to follow on the introduction of general allowances for children, 
it has been statec® that the saving would have amounted to £15 million 
in 1938-39, which, at that time, would have allowed a reduction in the 
standard rate by about 3d. But, although the saving would be greater 
with a standard rate higher than 5s. 6d. in the f, a large proportion relates 
to first children who would not receive allowances under the Beveridge 
scheme so that the possible small saving, under this head, may be ignored. 

If pensions were introduced in 1945 at the full rates, the extra charge on 
the Exchequer, as estimated above, would be £70 million, which would 
involve a further addition of 11d. to the standard rate of income tax. If 
we also assumed a rate of unemployment half that assumed by Sir William 
Beveridge, there would be a reduction in the budgeted cost to the 
Exchequer of £18 million, assuming that the saving is equally distributed 
between insured persons, employers, and the Exchequer, plus about £5 
million from the consequent reduction in children’s allowances, or £23 
million together, which in terms of income tax would be equivalent to 
4d. in the £. Thus in 1945 the Beveridge proposals, together with the 
introduction of full rates of pension but with the lower rate of unemploy- 
ment, could be met, on the foregoing basis, by an increase of Is. 9d. in 
the standard rate of income tax. { 


1 The cost of assistance pensions is stated to fall by this amount between 1945 and 
1965. ? 

7; ahetatis that the charge on local rates remains the same as at present. 

8 Strictly speaking, this assumes that the personal allowance, allowances for 
earned income and for children as well as the amount on which the reduced rate is 
payable, all increase by 25 percent. 

4 At present, the necessary increage in the standard rate would beabout 11d. but 
prices are now more than 25 per cent above 1938. 

5 Sir Kingsley Wood, in the House of Commons, January 28, 1943. 
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If we follow analternative suggestion made by Mr. Kalecki and assume 
that the increase in employers’ contributions (£54 million) is met by income 
tax and that the full saving from the assumption of reduced unemploy- 
ment (£60 million) accumulates to the Exchequer, which then finds the 
full cost of unemployment above 5 per cent by borrowing, the necessary 
increase in the standard rate of income tax would be 2s. in the fe 

Finally, a summary view of the effect of the Beveridge Plan (without 
any amendments) may be obtained by comparing the total increase in 
benefits, for the class of persons at present insured for unemployment, 
with the increase in their contributions. The total contributions of these 
persons in 1945 under the present system would be about £65 million and 
under the Beveridge Plan about £135 million. Their total benefits under 
the existing system would amount to about £370 million at the same date 
while, under the Beveridge Plan, the benefits they would receive may be 
estimated! at about £530 million in'1945 and £650 million in 1965. The 
addition to contributions amounts to about £70 million. The increased 
benefits are worth about £160 million in 1945 and £280 million in 1965. 
Thus the net increase in benefits, for this class of persons, amounts to 
about {90 million in 1945 and about £210 million in 1965. Expressed 
as averages per head, the net addition is equivalent to about 2s. 6d. a 
week at the earlier date and to about 6s. a week at the later date. They 
would be paying, in other words, through the increase in contributions, 
for about 45 per cent of their increased -benefits in 1945 and for about 
25 per cent in 1965. 

J. L. NIcHOLSON 


INDUSTRIAL ASSURANCE 


The evils of the present system of Industrial Assurance are well known. 
The House of Commons Select Committee of 1889, the Parmoor Committee 
in 1919-20, and the Cohen Committee of 1931-33 all expressed strong 
criticisms of the system. Though some minor improvements have been 
effected as a result of these inquiries, no radical reforms have been made. 
Sir William Beveridge has drawn together much of the historical evidence 
and examines the most recent information in Appendix D of his Report. 
He comes to the conclusion that the present method of conducting burial 
insurance cannot be allowed to continue. 

Sir William Beveridge’s proposals for the abolition of the present system 
of Approved Societies, for the introduction of a State funeral benefit, 
and for the creation of an Industrial Assurance Board (which is bracketed 
as ‘desirable but not. essential’) raise several major questions which are 
not fully answered in the Report, but which are vitally important. Firstly, 
what will happen to the Assurance companies if their Industrial Assurance 
and Approved Society business is taken away? Secondly, in what ways 
will the reduction in cost of insurance be brought about? Thirdly, what 
will happen to the staffs of the insurance companies? Before we examine 
these questions we outline briefly the present state of Industrial Assurance. 


} By applying proportions to the amounts of different benefits as suggested by the 
relative numbers receiving benefits. 
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INDUSTRIAL ASSURANCE TO-DAY 


The premium income of all Industrial Assurance! in 1939 was £74 
million, built up, as the Report states, ‘of pennies, sixpences, and shillings, 
collected for the most part week by wéek from a large proportion of all 
the households of Britain.’ Of the total business, about four-fifths is done 
by the fourteen Industrial Assurance companies and one-fifth by one hun- 
dred and forty-six collecting Societies;? 90 per cent is concentrated in the 
hands of eight large offices (Prudential, Pearl, Liverpool Victoria, Refuge, 
Co-operative, Royal London Mutual, Royal Liver, and Britannic). All 
the larger offices (except the Co-operative in England) are associated with 
Approved Societies administering health insurance through the collectors 
engaged on industrial assurance, and the Prudential alone has a third 
of the total premiums paid for industrial assurance. In addition to their 
Industrial Assurance business, most of the companies and larger Collecting 
Societies undertake Ordinary Assurance and many do fire, theft, and 
accident business. The Industrial Life Offices Association, which com- 
prises nearly all the Industrial Assurance Companies and the larger 
Collecting Friendly Societies, with the exception of the Prudential and 
the Co-operative Insurance Society, has given a comparison of the 
Industrial and Ordinary Assurance business of its associated Offices, at 
the present time and ten years ago.3 


Premiums of I.L.0.A. Companies and Societies and the Prudential 


(£ million) 
Industrial Ordinary* Total 
I193I 1941 I193I 1941 193I 1941 
I.L.O.A. 34.1 45.7 13.8 18.2 47.9 63.9 
Prudential 24.9 14.6 39.5 


* All insurance other than industrial (see footnote 1, below). 


This Table shows that Ordinary Assurance premiums in 1941 amounted 
to only about 28 per cent of Industrial Assurance premiums. In the case 
of the Prudential the proportion is much higher.4 The Prudential also 
engaged to a considerable degree in General Insurance—fire, sickness, 
and personal accident, employers’ liability, motor vehicle, marine, etc.— 
and the premium income of its general branch business amounted to {2.6 
million. Fire, theft, and accident business are relatively unimportant with 
most of the other Offices. 

Comparing the premium incomes for Industrial and Ordinary Assurance 
of the leading Offices (including the Prudential) it will be seen that the 


1 Industrial Assurance is defined in the Report as ‘that class of life assurance in 
which the premiums are payable at intervals of less than two months and are received 
by means of collectors who make house-to-house visits for that purpose.’ In order to 
concentrate on the financial aspects, the distinction between the various types of 
policy (whole life, endowment assurance, and pure assurance) has not been drawn. 
The increasing growth of endowment assurance (124 per cent between 1930 and 1940 
as compared'with an increase in whole life premiums of 21 per cent) should, however, 
be noted. , 

2 An ‘Industrial Assurance company’ is a company which carries on life assurance 
under the meaning of the Assurance Companies Act, 1909; it must be registered under 
the Companies Act, or the Industrial and Provident Societies Act, or be incorporated 
by special Act. A ‘collecting society’ must be registered under the Friendly Societies 
Act; it is subject to restrictions not applied to companies; it cannot issue any policy 
for more than £300; it pays no shareholders’ profits and is exempt from income tax. 

3 Memorandum of evidence by Industrial Life Offices Association, Appendix G, 

sander. 

J 4 Evidence of Prudential Assurance Company Limited, Appendix G, p. 165, 
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premiums for Industrial Assurance amounted in 1941 to about £70.6 
million, and for Ordinary Assurarice to about {32.8 million. 

A very high proportion of the ordinary business 1s on policies for £200 
or less, which are largely held by people who also hold industrial policies. 

The extent to which the Industrial Life Offices have increased the 
membership of their Approved Societies can be seen from the fact that 
whereas in 1912 they had 5.1 million members, in 1938 the number had 
increased to 8.5 million and accounted for nearly half of all the insured 
persons who belonged to Approved Societies. At the same time the 
membership of Friendly Societies with branches and of Trade Union 
societies covered a steadily declining proportion of the whole membership. 
The Prudential Assurance Company, with four technically separate socie- 
ties, is by far the largest. 

As far as National Health Insurance isconcerned, the Approved 
Society business is technically kept separate. It is by statute non-profit- 
making. Sir William Beveridge concludes that the association of National 
Health Insurance administration with profit-making bodies cannot be 
continued under a system of uniform adequate benefits for disability, and 
that though arrangements could be made for utilizing the Friendly 
Societies and Trade Union Approved Societies as agencies of the proposed 
Ministry of Social Security, no such arrangements could be contemplated 
with the Industrial Offices. This discrimination is strongly resented by 
the Life Offices, who have pointed out:* 

‘In no circumstances can an Industrial Life Office benefit by the surplus 
made by an Approved Society, nor can any such Office or its agents in- 
fluence in any way the amount of the sickness and disablement benefit 
or the period for which it is paid.’ 

Though this is true, evidence given before the Beveridge. Committee 
showed that. in practice the two sides are closely connected through the 
agents’ acting in a dual capacity and using their National Health Insur- 
ance connections to expand their industrial assurance side, and vice versa. 
The agents have a direct incentive to do so in the form of commission on 
Approved Society business. The connection has been admitted by the 
Offices themselves. 


AN INDUSTRIAL ASSURANCE BOARD 


Sir William Beveridge recommends the setting up of an Industrial 
Assurance Board which would undertake life assurance up to a suggested 
maximum sum assured of £300. ‘It would take over all the existing 
policies and honour them, safeguarding the rights of every policy holder. 
It would compensate the shareholders.’ 

It has been suggested (for example by the Cohen Committee) that 
administrative problems involved in centralizing industrial assurance 
would be so great as to render it impracticable. It is, however, by no 
means certain that this is the case. There are two problems: (a) the exist- 
ing industrial assurance policies of the private companies; (b) compensa- 
tion of shareholders. 

(a) The procedure with regard to existing policies is in essence simple. 
At any given date the value of such policies is known; in each individual 


1 National Conference of Industrial Assurance Approved Societi ‘Th 
the retention of Approved Societies.’ oo yen ia A 
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case it depends upon the number of contributions made, the amounts of 
profits credited, etc. The private companies would be instructed to 
transfer the value of the industrial policies to the Board. The companies 
may transfer part of the total in cash and (central and local) Govern- 
ment securities; the remainder would be handed over in the form of 
bonds issued by the companies. Interest on these bonds would be earned 
by the companies on the assets corresponding to those industrial policies 
which have not been paid off immediately in cash and securities. Interest 
on the bonds should have first claim on the companies’ profits and 
provision should be made for amortisation of these bonds in a definite 
period. 

(5) What compensation should be paid to the shareholders? Let us 
first see precisely what they lose by the transfer of industrial assurance 
business to the Board. The own capital of the private companies is left 
entirely untouched. All that is transferred is the goodwill of the industrial 
assurance business. The profits of the companies will thus be lower in the 
future and the value of shares will fall correspondingly. This transfer 
cannot be regarded in the same light as, say, the nationalization of an 
industry, where the assets corresponding to the own capital of the firms 
are acquired by the State; the question of compensation of shareholders 
must therefore be treated on its merits. 

It should be noted that Sir William Beveridge argues that the present 
method of conducting burial assurance cannot be allowed to continue 
and proposes a universal funeral grant as part of the general scheme. 
Persons can thus be expected to reduce their outlay on industrial assurance 
so that, in any case, part of the goodwill of existing industrial assurance 
business will be taken over, without compensation, by the Ministry of 
Social Security. 

Moreover, the present profits of the private companies have a monopoly 
character. The position of shareholders in industrial assurance companies 
‘is in all respects enviable. ...Compared with other industries the 
position of life insurance companies is exceptional; enormous dividends 
are possible because growth of earning capacity has not necessitated a 
corresponding increase of outlay or capital expenditure.’ The Parmoor 
Committee, commenting upon the fact that ‘the share capital of industrial 
assurance companies exercises much less important functions than that 
of commercial or manufacturing undertakings,’ declared that ‘the case 
for high dividends appears . . . to rest upon somewhat slender foundations.’ 

Increasing dividends have been paid to the shareholders of the pro- 
prietary companies. Whereas the proportion of dividends to premiums 
amounted to about 1.5 per cent in 1887, it amounted to 3.9 per cent 
between 1937 and 1940. In the last twenty or thirty years, the shares of 
leading British life assurance companies have on the average doubled in 
value every ten years. In eleven years from 1931 to 1941 inclusive, the 
Prudential has paid in dividends, bonuses, etc., on the average 86 per 
cent on its A shares and 45 per cent on its B shares; the Pearl, the 
Refuge and the Britannic more than 45 per cent each. The dividends 
represent a larger proportion of the premiums in the industrial branch— 
4.2 per cent—than they are in the ordinary branch—2z.6 per cent. a 

It is argued by the Industrial Life Offices that even if a substantial 
proportion of profits are allocated to shareholders as dividends, an increas- 

1 Wilson and Levy, Industrial Assurance, pp. 342-6. 
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ing amount has been allotted to policy holders,* and this is recognized by 
Sir William Beveridge as one of the most important improvements effected 
by the industrial assurance companies themselves in recent years. 
The companies themselves have thus begun the process of shifting the 
goodwill of the insurance business which would be completed by the 
transfer of industrial assurance to a statutory Board. A precedent for the 
attitude of the Government to loss of goodwill has been provided during 
the present war. The Government has steadfastly stood by the principle? 
of no compensation for loss of business or goodwiil due to curtailment of 
non-essential industries, or any reason other than direct enemy action. 
Whether that policy will be adhered to during the reconstruction period 
after the end of the European hostilities is impossible to foresee. There 
are a number of instances where loss of goodwill was compensated by the 
Government in pre-war days. If it were decided to follow this course the 
assessment of the capital value of the goodwill would not be an easy 
matter. The upper limit would seem to be the capitalized value of the 
profits made in the industrial assurance branch of the companies over a 
standard period. A compensation on this basis would obviously be too 
high because it would stabilize profits at the old level, whereas without 
nationalization profits would be lower in future because of the transfer of 
burial assurance to the Ministry of Social Security, which, as argued 
above, would, in any case, reduce the earning capacity of the companies. 
Between this level and the zero level suggested above the amount of 
compensation cannot be determined by economic principles. 


Tue Cost oF INDUSTRIAL ASSURANCE 


Reduction of cost of insurance to the policy holder would come from 
three sources if an Industrial Assurance Board were set up. His contribu- 
tions would no longer have to cover a shareholder’s dividend and taxation, 
administrative costs would be lower, and the number of lapses could be 
expected to fall. 

Sir William has calculated that from the point of view of the policy 
holder, the cost ratio of all industrial offices—and in this is included 
management expenses, dividends, and tax—is 37.2 per cent of the pre- 
mium income, or 7s. 6d. in every pound. There has been some reduction 
in the ratio during the last twenty-four years and some companies have 
considerably cut down their management expenses. Thus the Prudential, 
by extensive rationalization, succeeded in reducing its administrative costs 
(excluding tax) by a third, from 44.4 per cent in Ig12-17 to 29.1 per cent, 
well below those of any other office. The collecting societies have far 
higher expense ratios and have barely reduced their cost ratio in the last 
twenty-four years. As Sir William writes: They ‘used to take 8s. 6d. in 
the pound of their members’ contributions to pay their staff; they now 
take 8s. out of each, or nearly four times as many pounds as before.’ But 

1 Since the initiation of the profit-sharing scheme in 1907 the total cash amount 
allotted to Industrial Branch policy holders by the Prudential has been about 
£594 million. The Prudential is, however, the only company in which profit sharing 
is provided for by the articles of association, The other companies have recently 
followed the example of the Prudential, though the policy holders have no contractual 
right to with-profit policies. Between 1930 and 1938, some £20 million were allocated 


to policy holders by the nine largest Offices in the Industrial Life Offices Association. 


* Though not always the practice; cf. T. Balogh, ‘C i i ice,’ 
POP ne Stig a ee Pp gh, Compensation in Practice, 
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even if the proprietary companies operate more cheaply than the mutual 
offices ‘they make up for this and a little more by what they spend on 
dividends and tax.’ (Appendix D, paras. 27 and 30.) 

Other forms of insurance, whether voluntary or compulsory, compare 
favourably with industrial assurance in the matter of cost: Ordinary life 
assurance costs the policy holder something like 3s. 2d. in the pound, 
less than half the cost to the industrial policy holder. The centralized 
Friendly Societies have an administrative cost of 10 per cent, or about 2s. 
in the pound of contributions.- Mutual insurance against employers’ 
liability, except in mining and shipping, amounts to about 20 per cent of 
contributions, and in mining to about 7 per cent. The administration of 
compulsory health insurance costs 17 per cent, or 3s. 5d. in the pound, of 
contributions, and of unemployment insurance 10 per cent, or 2s. in the 
pound. Sir William Beveridge considers that the administrative cost of 
including a universal funeral grant in the social insurance scheme, which 
is after all the basic point of industrial assurance, could not be more 
than 6d. in the pound, as compared with the present 7s. 6d.1 The Life 
Offices have denied that an Industrial Assurance Board could operate at 
a lower administrative cost than under the present system. But the 
example of the Prudential shows what economies can be effected by large 
scale business and by rationalization. An important reason for the high 
administrative cost of industrial assurance compared with other forms of 
assurance is, of course, the large number of collectors and agents employed. 
A statutory Board which had a monopoly over collectors and had all the 
existing business concentrated in its hands and did not pay tax or share- 
holders’ dividends, would be able to spread its overheads and to operate 
at a far lower cost ratio than the present offices. 

There is every reason to believe that the concentration of industrial 
assurance business in a Board would have the effect of reducing the 
present high proportion of lapses, a further source of high costs. The lapse 
rate has long been recognized as one of the major disadvantages of 
industrial assurance. In 1939 the total number of policies for six large 
offices ended otherwise than by claim was 67.8 per cent of the number issued, 
ten years ago it was 64.3 per cent. This is due in the main to over-selling, 
or what the Cohen Committee termed ‘feverish pressure for increase.’ The 
Life Offices deny that there is over-selling -and attribute lapses to unem- 
ployment and changes in individual circumstances; they claim that 
‘everything is done to prevent lapses,’ but from the existing high rate 
it can be seen that the attempts to prevent lapses are not very successful. 
Evidence of over-selling is also provided by an investigation of family 
budgets, which shows that many working class families who can least 
afford it are persuaded by the agents into taking up policies and are unable 
to maintain their weekly payments. 


THE DISPLACEMENT OF STAFF 


Figures for the numbers of staff employed in the respective branches. 
of the companies’ activities are not given separately. The Kennet 
Committee Report shows that the Prudential and the other Life Offices. 
at the outbreak of the war employed a total of 101,238 (88,726 men and 

1 This comparison is only valid from the point of view of the policy. holders. 


i ivi rt of the: 
i resent 7s. 6d. includes allowance for dividends and tax, only part of 
Cis eto th rs 6d. and 6d. can be attributed to administrative rationalization. 
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12,512 women) of whom 86,012, or approximately 85 per cent, are 
described as being ‘outdoor staff.’ Sir William places the figure of full 
time agents employed in industrial assurance at 65,000; there were in 
addition a number of part-time, spare-time, and deputy collectors and 
special canvassers. It may beassumed that industrial assurance and National 
Health Insurance occupies the time of most of the staffs employed by 
the Life Offices. An Industrial Assurance Board would employ only a 
proportion of these workers. Sir William Beveridge does not enter into 
detail on this issue. He indicates that ‘many difficult problems’ will have 
to be solved. The Board ‘would employ or compensate the staff, 
including dealing fairly with book interest,1 and the Report points out 
that ‘companies have been taken over by other companies in the past’ 
and that the concentration of 98 per cent of the business of fifteen Indus- 
trial Life Offices should facilitate the process. 

It is true that this is a problem which has faced any public corporation 
which is taking over existing companies and any amalgamation of com- 
panies.2 Sometimes the entire staffs have been absorbed in the new service. 
Thus when the National Telephone Company was taken over in 1912, 
its entire personnel was transferred, and when the Unemployment Assist- 
ance Board was formed in 1934, two thousand temporary civil servants 
became established. When the staffs of the old Poor Law authorities were 
transferred to county and county borough councils under the Local 
Government Act of 1933 provision was made for protecting the interests 
and the payment of compensation to any officer who suffered pecuniary 
loss which might arise either through the ‘determination of his appointment 
or the diminution of his emoluments.’ The Act lays down a method of 
assessing compensation, which can either take the form of an annual sum 
or a lump sum representing the capital value of an annual sum.? The 
payments vary according to the length of service of the officer. The 
‘ London Passenger Transport Act followed the same broad lines. 

Asin the case of shareholders, too much stress should not, however, be laid 
upon compensation for loss of employment, including goodwill. The aim of 
the Beveridge p1 oposals is to reduce the cost of industrial insurance, and this 
is equivalent to technical or organizational improvements in manufacture. 
Such rationalization must always tend to release workers, and it is their 
re-employment elsewhere which enables the standard of living of the whole 
population to be raised. It is more important, therefore, to re-adapt and 
retrain displaced insurance staffs so as to enable them to find congenial 
employment elsewhere. If there is a period of full employment for some 
years after the war, and if the general economic policy aims at maintaining 
high employment (see p. 4), the problem of the workers released from 
insurance business becomes a transitional one only. Some indeed would 
find employment directly in the proposed Ministry of Social Security, and 
the remainder would quickly be absorbed into other activities in industry 
or services where some may earn higher, others smaller salaries than they 
had in their insurance jobs: There is no reason to expect that the insurance 
staff as a whole would be worse off than before, and only special cases 
need be dealt with under a hardship clause. 


1 Report, p. 252. 
2 It should be noted that a reduction in staff resulting from an amalgamation 


of private companies does not, in general, entail compensation for the displaced 
% See 4th Schedule of Local Government Act, rae ae 
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